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Abstract 
Foreign direct investments played an important role in the economic development of ASEAN, especially since the 1990’s. The 
purposes of the present paper are to analyse the trends of the ASEAN’s inward FDI between 1997 and present, by identifying the 
factors that have encouraged or discouraged these flows in the context of the two crises, and to estimate the possible future 
evolution of these investments. The conclusions underlines that South-East Asia will continue to attract the investors due to its 
competitive advantages.  
1. Introduction 
The foreign direct investments (FDI) have played an important role in the economic development of the South-
East Asia over the last two decades, as a source of capital and technological know-how. These countries have 
benefited of the foreign direct investments made not only by their neighbors, such as Japan or the newly 
industrializing economies (like the Chinese Taipei), but also they have attracted investments from the rest of the 
OECD, notably the United States and Europe. With high economic development achievements in the period 1991-
1997, the FDI inflows to South-East Asia (ASEAN) reached about 8% of world total FDI, being situated, in the 
1990s, among the world’s largest recipients of FDI’s.  
However, the attention of the investors shifted away from South-East Asia following the regional economic 
collapse of 1997-1998, when the international investment patterns have changed dramatically and the FDI flows 
were moving to developed countries. Moreover, other emerging economies also began to imitate the successful 
policies of the takeoff period implemented in South-East Asia, as part of a more general shift worldwide from 
import substitution to export promotion. Therefore, we may assume that during the period 1998-2001, the FDI flows 
into ASEAN declined sharply, the percentage of the FDI in flows to ASEAN on the total global FDI has fallen 
significantly to 2,76% in 2001 (from 7,85% in 1996). Meanwhile, a significant deterioration of the economic growth 
could be seen in some ASEAN member countries, in the end of the XXth century.  However, the revival of economic 
growth after the crisis has not been waited for long, since the success of the economic reform has boosted the FDI 
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flows into ASEAN. The policy reforms, which have been implemented at the national level after the Asian crisis, 
have made many ASEAN states much more resistant against shocks, fact that was proved by the relatively good 
performance of some parts of South-East Asia during the nowadays global economic crisis. This study uses recent 
FDI’s statistics to suggest the revival of the region in terms of foreign investments. There are also used data on 
multinational enterprise activity, in order to underline the degree of integration already achieved both within the 
region and with the global economy.  
2. The evolution of the foreign direct investments in South-East Asia before 1997 
It could be seen that the ASEAN4 have been major recipient of foreign direct investments until 1997, the only 
exception being the Philippines, which until the 1990s had not generally welcomed foreign investors. South-East 
Asia’s success in attracting FDI was mainly as an export platform, because, with the exception of Indonesia, the 
markets were too small to attract much market-seeking investments, especially Singapore and Malaysia, and, at that 
time, the regional integration was not sufficient. Despite these drawbacks, the export platform strategy had a great 
success.  
Foreign investors have not been the only exporters from the ASEAN4, but they have been well represented in 
those sectors that have registered fastest export growth. With the help of the export-oriented FDI, the ASEAN4 
countries were able to shift quickly towards a manufacturing-based economy in which the economic growth was 
driven by the fast expanding exports. Therefore, the region was progressively integrated into the world economy, by 
becoming a global production platform, and there has been an increasing influx of FDI since the late 1980s in 
export-oriented and primary industries (Thomsen, Otsuka and Lee, 2011). We can estimate that the period with 
increased foreign investment activity occurred in the end of the 1980s, when companies from Japan and the Newly 
Industrializing Economies were willing to settle the production bases abroad, in order to escape of the appreciation 
of their currencies and of the loss of preferential access to many OECD markets (for the NIEs). 
The ASEAN4 countries have together been among the most important destinations for FDI outside of the OECD 
area, being placed on the fifth most popular host to FDI worldwide in the 1990s, though far behind China (see Table 
1).  
Table 1. Top 5 according to the total FDI inflows between 1990 and 1997 (in million USD) 
 





ASEAN 4 (Malaysia, Indonesia, Thailand, Philippine) 84417 
 
Source: Adapted from OECD, Working Paper on International 
Investment, 1999, http://www.oecd.org/indonesia/1897793.pdf  
 
 
However, the ASEAN share of the total stock of FDI in developing countries (excluding tax havens in the 
Caribbean) constantly grew from under 8% in 1986 to more than 20% in 1996, even considering the emergence of 
China after 1991 (UNCTAD, 1998). 
Over the time, the external environment has played an important role in influencing the global level of inflows, 
but policies in each country have largely determined the distribution of inflows within ASEAN. For example, 
Malaysia has shifted the export promotion within the ASEAN4 into a constant ability to attract investments by 
export-oriented firms; most of the Indonesia’s success could be related to the oil and gas sector, while Thailand has 
attracted both market seeking and export oriented investors. 
Until 1997, Singapore remained by far the largest recipient of FDI in the region. Up to the middle of the 1990s, 
Malaysia had almost 1/4 of the total inflows into ASEAN, while the shares of Indonesia, Thailand and the 
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Philippines remained far below that of Malaysia. In the first half of the 1990s, the net capital inflow relative to gross 
domestic capital formation reached more than 19% in Malaysia, 30% in Singapore, 10% in the Philippines and 4% 
in Thailand (UNCTAD, 1998). 
3. FDI in South-East Asia between 1997 and 2007 
After the Asian financial crisis (1997-1998) there has been a slowdown in FDI inflows into the ASEAN 
countries. The worse affected by the crisis seems to be Malaysia, if we compare the level of the FDI attracted by it 
immediately after 1997 to the level of the previous two decades and, more importantly, to other major FDI-receiving 
countries from the region. A possible explanation for this situation could be given by the fact that the Malaysian 
economy is caught into a “middle-income trap”: it is no longer able to compete with China or other countries that 
have a low-cost production and, moreover, it lacks the innovative ability and skills to specialize in the high-end 
tasks in the global production networks of the region (World Bank 2011).  
However, the magnitude of FDIs recession in Malaysia during the crisis period (1997-1999) was not so different 
from the other countries, such as Indonesia or Thailand. This decline in the FDI attracted by Malaysia, Thailand and 
Indonesia could be seen until the end of 2001. According to UNCTAD (2005), the FDI contraction has to be 
analyzed in the context of a global decline in the total amount of the FDI flows, between 2000 and 2003. 
However, after 2000, Thailand has become the second largest destination for the FDI in the region (after 
Singapore), being situated on the position occupied by Malaysia before the financial crisis from 1997. Indonesia, 
which experienced a major contraction in FDI inflows during 1998-2000, started also to attract more FDI after 2000, 
even surpassing Malaysia in 2008. The fact that, like trade, the volume of FDI between two countries increases 
together with the GDP and decreases with the “resistance” posed by geographic and policy barriers could give an 
explanation for this. The standard resistance in the gravity model is the distance, which replaces the costs associated 
with transport. In the context of the FDI, the distance also involves the costs related to the information, 
communication and corporate control, which plausibly decline with proximity (Eichengreen and Tong 2007). 
Moreover, there are also the policy variables, meaning regulations and institutions, the education level and the 
innovation capability. According to Eichengreen and Tong (2007), another possible explanation for the reduction of 
the FDI inflows into the ASEAN countries after 1997 could be the fact that a large amount of FDI was attracted by 
China. However, this is not a reasonable argument because it can be estimated that China’s success in attracting FDI 
has actually helped ASEAN states, by attracting complementary FDI (Cheong and Plummer, 2009). As Thomsen 
(2004) has noticed, “FDI is not a zero sum game, with one country gaining at the expense of all others. Investment 
in China can stimulate greater FDI throughout East Asia, acting like a regional magnet for investors much as 
Singapore has done within ASEAN” (Thomsen, 2004).  
After 2002, it could be noticed an increase in the FDI inflows to South-East Asia, from 17.33 billion U.S. dollars 
in 2002 to 24.84 billion U.S. dollars in 2003. In 2007, the amount of the FDI has reached a peak of 73.97 billion 
U.S. dollars, meaning 3.52% of total global FDI. This positive evolution of the investments’ flows was a result of 
the ASEAN’s reforms in FDI laws and regulations, as they opened further to foreign investments. When the 
international investments’ activity started to increase again in 2003, ASEAN states were prepared to attract the 
foreign capital. Therefore, the ASEAN countries’ share of the world GDP has regained its pre-crisis position, 
reaching 2.5% of world total GDP. 
4. The foreign investments’ evolution in ASEAN after 2007 
The global economic crisis from 2007-2008 have hit again the FDI flows into ASEAN, their value dropping 
sharply from 74.39 billion U.S. dollars in 2007 to 49.49 billion U.S. dollars in 2008 and to 39.62 billion U.S. dollars 
in 2009. Meanwhile, it can be noticed that, despite the fact that global FDI has fallen from 2100 billion U.S. dollars 
in 2007 to 1114 billion U.S. dollars in 2009, China and India still remain very attractive for the foreign investors.  
As a result of the different degrees of the external economic dependency and market liberalization within the 
region, the ASEAN states were uneven influenced by the global crisis. Those economies that depended more on the 
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external demand, such as Singapore or Malaysia, have experienced a more significant loss of the FDI inflows, while 
relatively large economies, more dependent on the internal demand, like Indonesia, Philippines and Vietnam were 
less adversely affected. However, the recovery was very rapid: the severe drop in FDI inflows into ASEAN between 
2008 and 2009 was compensated by the recovery that started in 2010, when the total inflows have returned to the 
level gained in 2007 - the historic peak for their inflows. Southeast Asia has seen a big revival of the FDI inflows 
thanks to easing rules, sustained growth and greater political and economic stability. Inflows to the 10 ASEAN 
countries more than doubled in 2010, when they reached the value of $79bn. This positive trend was led by the 
sharp increases in Indonesia, Malaysia and Singapore’s inflows (see Table 2). 
 
Table 2. Distribution of FDI flows among countries, by range*, in 2010 
 
Range Inflows 
Above 50 billion UDS China and Hong-Kong 
10 to 49 billion UDS Singapore, India, Indonesia 
1 to 9,9 billion UDS Malaysia, Vietnam, Korea, Thailand, Iran, Macao, Taiwan, Pakistan, Philippines, Mongolia  
0,1 to 0,9 billion UDS Bangladesh, Cambodia, Myanmar, Brunei, Sri Lanka, Timor-Leste, Maldives, Lao  
Below 0,1 billion UDS  Afghanistan, Nepal, Bhutan 
*The countries are listed according to the size of their FDI inflows 
 
Source: Adapted from Chandran, R., FDI in focus: South-East Asia surprises, Financial Times, 2011, http://tilt.ft.com/#!posts/2011-     
08/27696/fdi-focus-southeast-asia-surprises 
 
The same evolution could also be seen in 2011, when the inflows received by South-East Asia were around 92 
billion USD, meaning an almost 14% increase, compared to 2010. These good performances of the region were 
driven especially by the sharp increases of the FDI inflows to some countries, such as Indonesia, Malaysia, 
Singapore and Thailand. Some low-income ASEAN states, like Cambodia, the Lao People’s Democratic Republic 
and Myanmar, had also success in attracting the foreign investments. An annual survey conducted by UNCTAD in 
2012 shows that Indonesia and Thailand started to become preferred by the transnational corporations as host 
economies, fact which proves that there are strong chances for further increases in FDI inflows to the two countries, 
in the next years. The statistics show that up to now, the multinational companies from OECD states have invested 
more than 320 billion USD in ASEAN countries, value which represents more than the sum invested by the same 
firms in China and India together. Their activities in the region prove that ASEAN has a growing role in the global 
production networks.  
Moreover, the ASEAN states are continuing the economic reforms, which also include an improvement in their 
investment environments, being aware of the fact that the FDI could help them sustain the growth. ASEAN member 
states have already signed the ASEAN Comprehensive Investment Agreement, in 2009, and have been trying to 
establish the ASEAN Economic Community by 2015. The purpose of this Community will be to transform ASEAN 
into an integrated region with free movement of goods, services, investments, skilled labor and freer flows of capital 
(Hoang, 2012).  
5. Conclusions 
Over the time, the external environment was a determinant factor for the global level of the foreign investments, 
but policies implemented in each ASEAN country have a significant influence in the distribution of inflows within 
the region. The statistics show that the ASEAN4 have been a major destination for the FDI until 1997. The 
investors, from all over the world, were considering the South-East Asia a good location for their production, 
especially because it had an important role as an export platform.  
However, the Asian financial crisis from 1997-1998 induced a slowdown in the FDI inflows into the ASEAN 
countries. Malaysia seemed to be worse affected by the crisis but, looking at the values, it could be seen that 
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Indonesia and Thailand have also experienced a decrease in the investments’ inflows. This negative trend of the FDI 
attracted by the three states did not last for long since starting with 2002 the FDI inflows to South-East Asia 
regained a positive evolution. The peak of the FDI inflows was reached in 2007, when they totaled 3.52% of the 
global FDI amount. This ascending trend of the investments’ inflows could be partly explained through the reforms 
made by the ASEAN states, regarding the FDI laws and regulations, meant to open further the economies to the 
foreign investors.  
The global economic downturn from 2007-2008 has hit again the FDI inflows to ASEAN, their value dropping 
sharply. However, the magnitude of the crisis was not the same for all these countries. Yet, for all of them, the 
recovery seemed to be very rapid, since the total inflows in 2010 have regained the maximum level obtained in 
2007. 
As shown in various studies, conducted on the multinational companies, some of the South-East Asian states 
started to become preferred by these corporations as host economies, fact that allows us to assume that there are 
strong chances for further increases in FDI inflows to the region, in the next years. This trend is positively 
influenced by the economic reforms that the ASEAN states continue to implement, which are focused on 
improvements in their investment environment. 
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